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1. INTRODUCTION

C HINA seems poised to accede to the World Trade Organisation (WTO)
after a marathon, fifteen-year struggle. Clearly, China’s entry will be

important simply by bringing a fifth of the world’s population into the ‘world’
trading system. During its accession quest, China has also become a major player
in world trade. When it initiated the process, in 1986, its share of world trade was
only 0.7 per cent, but this has since risen to over three per cent, and some
estimates project it to rise to seven per cent following accession, making China
one of the world’s major traders (Ianchovichina and Martin, 2001).

In diplomatic terms, China has invested heavily in this accession, and has been
willing to make major commitments in order to achieve it. Clearly, accession will
have major implications both for China and for the world trading system.1 Some
of the consequences are relatively clear and obvious, while others are less clearly
visible, or even totally invisible, at this stage. The purpose of this paper is to try to
think through some of the implications.

The problem set in this paper is, on one level, an impossible challenge. It is
clear that the long-run implications of a major change such as China’s accession
to WTO cannot be accurately foretold. As with other such important events, it
will not even be possible to fully assess them even after the event. When asked
nearly two hundred years later about the long run consequences of the French
Revolution, Chairman Mao is said to have observed that it was ‘too early to tell’.
This will surely be true for a very long time in the case of China’s accession to
the WTO, where the counterfactual is unclear, and the outcome depends on a
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complexinteractionbetweenpolicymakers both in Chinaandabroad.However,
evenif we cannotanalyse,we cancertainlyorganise,anda majorpurposeof this
paperis to provide a list of someof the ways in which China’s accessionwill
matter.Sucha schemeof organisationwill, we hope,providea usefulbasisfor
understanding someof the impacts,andfor future analysis.

In the next sectionof the paper,we provide a framework for assessingthe
implications,andlay out someof the channelsthroughwhich China’saccession
to theWTO seemslikely to impacton ChinaandtheWTO. Then,in subsequent
sections,we examinethe evidenceon thosechannelsof effect.

2. SOME POSSIBLECHANNELS OF EFFECT

The implicationsof WTO accessionfor Chinacanbe thoughtof asoperating
throughat leasteight different channels,which we haveorganisedfollowing the
mercantilistlogic of the WTO. Theseare:

1. Increasedcurrentaccessto foreign markets.
2. Making marketaccessmoresecure.
3. Protectingagainstunilateralchangesin the rulesby other traders.
4. Ability to seekfuture improvementsin marketaccess.
5. Ability to shapethe rulesof the tradingsystemin China’s interests.
6. Ability to makedomesticreformsopposedby specialinterests.
7. Greatercredibility for reform commitments.
8. A needto implementpoliciesrequiredby China’sWTO commitmentsand

to make the consequentialadjustmentsto domestic institutions and
resourceallocation.

Someof the major implicationsfor the WTO asan organisationderivefrom:

1. An increasein tradecoverageof the ‘world’ tradingsystem.
2. The entry of anothermajor developingcountrymember.
3. The entry of a memberwith a wide rangeof marketaccessinterests.
4. Additional pressureson the WTO’s governancestructure.

Each of thesetopics hasmany facetsand, in the remainderof this paper,we
considerthe evidencethat canbe broughtto bearon them.

3. IMPLICATIONS FOR CHINA

a. IncreasingMarket Access

In the mercantilistlogic of the WTO, the primary motivationfor countriesto
participatein theworld tradingsystemis to obtainaccessto foreignmarkets.This
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motivation is usually expressedin simple, heuristic, terms, but Bagwell and
Staiger (1999 and 2000) give it a more formal interpretationas a meansof
escapingfrom a Prisoners’Dilemma createdby the adverseeffects of trade
barrierson partners’ terms-of-trade.This perspectiveis relevant for countries
engagedin the exchangeof marketaccessconcessionsafter accession,but does
not matchvery well the natureof accessionnegotiations,which arelargely one-
sided,with the existingmembersmakingfew, if any,marketaccessconcessions
to applicantsfor membership.

There is one important exception to this principle in the case of China,
however. BecauseChina was not a memberof the GATT 1947 during the
Uruguay Round, it did not benefit from the phase-outof the Multifibre
Arrangementquotason textilesandclothingprovidedundertheUruguayRound
AgreementonTextilesandClothing.Accessionto WTO will bring thesebenefits
to China, through the abolition of thesequotasfrom the beginningof 2005.
AlthoughChinawill besubjectto additionaltextile safeguardquotasuntil 2008,
thesewill be applicablefor only one year at a time, unlike the existing quotas
which were,like diamonds,‘forever’.

This increasein marketaccessis particularlyimportantbothfor Chinaandfor the
developedcountriesthat haveinsistedon imposingthesequotas.Using a global
trade model specifically tailored to study WTO accessionissues in China,
Ianchovichinaand Martin (2001) estimatethat, at the sectoral level, the most
important impact of accessionis on China’s output and exports of apparel.
Production of apparelis projectedto rise by 263percentover the ten-yearperiod
with accession,comparedto 57 per cent in the caseof no accessionto the WTO.
Thistranslatesinto anincreasein China’sestimatedshareof world outputof apparel
in 2005from 9 to 20 percent! China’sapparelexportsalsoincreasedramatically,
rising by 375per centover the decade,comparedto 45 percent in the absenceof
accession.Themain reasonsfor thesedramaticincreasesin outputandexportsare
thelifting of theburdensimposedby thetextile quotason China’sexports,andthe
reductionin the costsimposedon the industryby China’sprotection.

The expansionof the apparel sector stimulates input demandfor textile
imports,which are estimatedto increaseby 272 per cent.The samestudy also
showsthatChina’saccessionwill leadto a rapid increasein intra-industry trade.
The shareof China in world tradeis expectedto roughly doublebetween1995
and full implementation of the accessioncommitments.Approximatelyhalf of
this increaseis due to China’s accessionto the WTO. This increasein market
accessis particularlyimportantfor China,which sorelyneedsto beableto create
additional employmentin labour-intensive manufacturesto absorbthe labour
beingshedfrom agriculturein manyof its denselypopulated,but economically
lagging provinces.Since 1994, it has suffered relative to other developing-
country exportersof textiles and clothing whosequotashavebeengrowing at
acceleratedratesand who have benefitedfrom the phase-outof their quotas.
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Indeed,IanchovichinaandMartin (2001)find thatwithoutaccessionto theWTO,
China’sclothing industrywould havedeclinedasa shareof China’seconomyby
2005.With accessionto the WTO, however,China’sapparelindustrywill draw
resourcesin primarily low skilled labour– anddramaticallyexpandits sharein
total real valueadded.Thesamestudyestimatesthat accessionto theWTO will
raisewagesfor unskilledworkers.

b. Making Market AccessMore Secure

As a non-memberof the WTO, China’s accessto marketson the Most-
Favoured-Nation (MFN) basis available to WTO membershas always been
subjectto theprevailingdiplomaticandpolitical winds.Any tradingpartnerthat
so wished could withdraw China’s MFN accesssubject only to whatever
conditionswereinvolved in anybilateralagreementsbetweenthe two countries.
For China,this issuehasarisenregularlyin thecontextof theannualrenewalsof
China’sMFN (or Normal TradeRelations)statusin the United States.

Given the substantialbilateral tradeimbalancein China’s favour, it is likely
thatChinawould losesubstantiallyfrom withdrawalof MFN statusby theUSA.
Arce andTaylor (1997)estimatethis lossto be in the orderof $US6billion per
year.They concludethat the United Stateswould lose$US420million per year
despitethediversionof importsfrom Chinato otherlessefficient suppliers.The
loss to the US would be much larger exceptfor a rather peculiar second-best
phenomenon in which increasingtariffs on textile imports subject to quotas
transformssomeof the quotarentsthat the US is currentlygiving to Chinainto
tariff revenuesfor the US Treasury.This studydoesnot capturethe full coststo
theUnitedStates,sinceit ignoresthenear-certaintythatChinawould retaliatein
this situation, ensuringthat both sides would lose substantiallyfrom such a
breakdownin traderelations.

In the event,China’sMFN accessto the US markethasbeenrenewedevery
yearto date,partly becausetotal withdrawalof MFN accesshasbeentoo dire an
instrumentto be effective for useagainstthe irritants of the time in US-China
relations.However,the annuallegislativereview hasprovideda major forum in
which only China’spoliciesaresubjectto scrutiny,andopportunitiesfor critics
of China’spolicieson a wide rangeof issues.

OnceChina joins the WTO with MFN treatmentextendedby all members,2

thenMFN statusmustbe providedto it exceptunderspecificconditionssuchas
thosespecified in the exceptionsclausesof GATT and GATS. China’s trade
policies will come under a new form of review, in the Trade Policy Review
Mechanismof theWTO, whereall thetradepoliciesof all membersarereviewed
in a symmetricfashion.

2 At the time China joins, somecountriescould electnot to apply MFN treatment.
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c. ProtectingAgainstUnilateral Changesin Rules

Non-membersof theWTO, or membersseekingpreferentialmarketaccess,are
vulnerableto pressurefrom their tradingpartnersto meetrequirementsin a wide
rangeof areas.As the tradeagendahasgrownto includea wider andwider range
of issues,countries’exposureto thesepressureshasincreased,with demandssuch
asthoserelatingto productandlabourstandards,rules-of-origin,andtheprotection
of intellectual property rights being routinely addedto trade agreements.Two
notablerecentexamplesincludethe bilateralagreementbetweenVietnamandthe
United States,which included protection for intellectual property beyond that
includedin theTRIPSagreement,andtheUS-Africa GrowthandOpportunityAct,
which includesstrict rulesof origin on textile exports.

Thereis considerablecontroversyaboutthe difficulties experiencedby many
developingcountriesin implementingWTO rulesin thoseareaswheretheserules
require the developmentof new institutions (Finger and Schuler, 2000; and
Rodrik, 2000).Requirementsthatcountriesgo beyondtheir WTO commitments,
in ways that arenot subjectto review requirementslike thoseprevailing in the
WTO, clearly haveconsiderable potentialto damagethe interestsof developing
countries.China’smembershipin the WTO will ensurethat Chinawill haveto
comply only with requirementsthat havebeenacceptedby the full membership
of the WTO.

d. Ability to SeekFuture Increasesin Market Access

Once it is a memberof the WTO, China will be able to pursueits market
accessinterests through negotiationssuch as those currently under way on
agricultureand in services,and the full multilateral round that is likely to be
initiated late in 2001. Theseopportunitieswill be of particular value to China
becauseit is a largeexporterandhencelikely to gain the attentionof its trading
partnersin any negotiationsconductedon a ‘request-and-offer’basis. Since
China’spatternof exportsis diversifiedbothby commodityandby destination,it
will haveopportunitiesto pursuea wide rangeof interests,andto form coalitions
with a rangeof membersin pursuitof thesemarketaccessobjectives.

In manufactures,it has strong market accessinterestsin labour-intensive
productssuchas textilesandclothing, which faceserioustradebarriersin both
developedanddevelopingcountries.As a highly competitiveproducerof textiles
and clothing, it is likely to have a great deal of influence both in expanding
marketaccessopportunitiesfor theseproductsandin defendingagainstmeasures
that would reducedevelopingcountries’ market accessfor theseproducts.In
agriculture,its exportsof labour-intensiveproductsfaceparticularlyhigh barriers
that restrict China’s opportunitiesto createadditionalemploymentfor its rural
labour force.
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The estimatesof the averagetariff ratesfacing China’sexportspresentedin
Table1 highlight the importanceof barriersto exportsof textilesandclothing,
andof agriculturalproducts,for China’sexports.The first columnof the table
showsthe dollar value of the tariffs3 paid on China’s 1995 exportsto all the
marketsin which it soldtheseproducts.Thesecondcolumnshowsthetariff rate
leviedon theseexports.High tariff rateson substantialvolumesarea clearsign
thatthesebarrierscauseseveremarketaccessproblemsfor China.Suchbarriers
are clearly presentin casessuch as maize and other grains, beveragesand
tobacco,andsugar.In othercases,thebarriersaresoseverein key marketsthat
thevalueof tradeis depressed,andexportsaredivertedto less-attractivelightly
protectedmarkets.This problem is clearly presentin areassuch as rice and
clothing. Despiteall the caveatson thesedata,one thing that is clear is the
much higher averagebarriers facing China on its exports of agricultural
products.

In trade in services,China will have strong interests in labour-intensive
servicessuch as construction,and in increasingopportunitiesfor exports of
servicesunder the Mode 4 provisions for movementof natural persons.In
addition, it seemslikely that China will have an increasinginterest in the
provisionof higherskill servicesin areassuchascomputersoftware.

TABLE 1
BarriersFacingChina’sExports

Barriers Tariff rate
‘ $m %

Rice 8 11
Maize andothergrains 196 181
Vegetables& fruits 152 13
Sugar 120 43
Beef & sheep 29 16
Othermeats 490 21
Other food 404 11
Beverages& tobacco 459 43
Textiles& apparel 7418 11
Chemicals& paper 1746 11
Transportequipment 303 9
Machinery& electronics 2887 6
Othermanufactures 1411 6
Total agriculture 2092 32
Total 17578 8

Source: GTAP-4 Database.

3 Theseestimatesalsoincludethetariff equivalentsof non-tariff barriersimposedby theimporter,
but not the export barriersimposedby export quotassuchas thoseresultingfrom the Multifibre
Arrangement.
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A particularproblemfor China is the expansionin the useof anti-dumping
measures,both in the industrial countries,and in developingcountriesthat are
importantmarketsor potential marketsfor China. Theseproceduresare WTO
legal,but it is clearthatcurrentWTO ruleson anti-dumpingallow barriersto be
erectedwhendumpingis absentin any meaningfuleconomicsense.The figures
in Table 2, drawn from Finger,Ng and Sonam(2000), show just how heavily
anti-dumpingmeasuresbear on the export market opportunitiesof developing
countrieswith diversified exports,suchasChina, India andBrazil. Particularly
striking is the fact that China suffers more anti-dumpingmeasuresthan any
groupingother thanthe 15-memberEuropeanUnion.

Finger,Ng andSonam(2000)suggestwaysin which anti-dumpingmeasures
might bereplacedwith a safeguardregimethatmakeseconomicsenseandwould
reducethe economicdamagecurrently being doneby anti-dumpingmeasures.
Giventherapid increasein theuseof thesemeasures,reducingthedamagedone

TABLE 2
Anti-dumping Initiations per US Dollar of Exportsby Victim Economy,1995-99,Selected

Countries

Against# Initiations by All Economies

No. of Anti-dumping Initiations per US$
Initiations Index(Japan� 100)

Armenia 1 6777
Georgia 1 3909
Kyrgyzstan 1 3737
Ukraine 25 2095
Egypt 6 1608
India 38 1079
SouthAfrica 20 809
Brazil 41 788
China,PRC 137 776
Indonesia 36 691
Korea 75 564
RussianFederation 41 558
Chile 9 554
Thailand 30 509
Turkey 13 502
ChineseTaipei 47 386
Hong Kong, China 11 381
Argentina 8 313
Mexico 20 188
EuropeanUnion 179 106
United States 66 105
Japan 44 100
Australia 3 56
Canada 10 46
All Countries 1203 268
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by thesemeasureswill be an importantpotentialsourceof marketaccessgains
for China in the future.

Given theoperatingproceduresof theWTO, Chinawill only beableto make
progresson improving its market accessopportunities in the context of a
negotiatinground.If a roundof negotiationsis launchedin 2001,Chinawill be
faced with negotiating further reductions in its trade barriers while it is
implementingits own entry commitments.With a round likely to take at least
threeto five yearsto complete,and with reductioncommitmentsfrom a round
likely to bephasedin overa furtherfive years,it seemsunlikely that therewould
be much overlap in the requiredreductioncommitments. Since China will be
entering with commitmentsto relatively low tariffs in manufacturesand in
agriculture,it will haveconsiderablylessto ‘lose’ in a mercantilistsensethan
manyof its tradingpartners.In areassuchasagriculture,it will havemuchmore
to gainin termsof marketaccessbecauseof theparticularlyhigh tradebarriersin
manyof its neighboursandlogical exportmarkets.

e. Ability to Influencethe Rulesof the Trading System

Chinawill enterthe WTO with a greatdealof accumulatedexperiencein the
arcaneworkingsof the institution.While expertiseon WTO-relatedissuesis not
yet deepin China,thereis anenormousamountof experiencein thedevelopment
and refinement of institutions that work in a low-income country. If China
carefully identifies its priorities, preparesits positions,andworks in partnership
with other members,it will be in a position to have a major impact on the
evolutionof the rulesof the tradingsystem.

Oneareain whichChinacouldhavea majorimpactis on theredesignof rules,
like anti-dumpingrules, that disproportionatelyaffect the exportsof China and
other large developingcountries.Another would be to help ensurethat future
changesin the rulesdo not inadvertentlyhaveadverseimpactson countriesthat
arestill in the processof developingtheir institutionalcapacities.A third would
be in helpingdealwith issuessuchastradeandlabourstandardsin waysthatdo
not threatenthe exportopportunitiesof developingcountries.

f. Ability to UndertakeReformsOpposedby DomesticSpecialInterests

Tradepolicy in China,like tradepolicy in othercountries,is determinedby a
combinationof assessmentsabout the developmentimpactsof policy, and the
power of particular interest groups to influence policies. China has been
reforming its trade policies continuouslysince the late 1970s,with a major
emphasisof the reformsbeing on the transition from a centrally plannedto a
market-orientedsystem.Martin (1999and2001)and IanchovichinaandMartin
(2001)discussthe transitionprocessin somedetail.
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Much of this transitionprocessfocusedon the developmentof institutionsfor
trade policy, such as the tariffs, quotas and licences that were absent or
unimportant under the centrally plannedsystem.However, the reform process
during the 1990s beganwith a reasonablywell-developedmarket systemfor
regulatingtrade.4 During the 1990s,China’s reform processbroughtdown tariff
barriers,andphasedoutnon-tariff barriersvery rapidly,with theaveragetariff rate
falling from 42.9percentin 1992to 24.3percentin 1997,while thecoverageof
non-tariff barriersfell dramatically.This new level of protectionforms a base
from which further reductionswill be undertakenasa resultof WTO accession.

This rate of reduction in trade barriers is much higher than the average
reductionof 24 per cent achievedby developingcountrieson their imports of
manufacturedgoodsduringtheUruguayRound(Abreu,1996,p. 73).Somehave
even askedwhetherWTO accessionmight ‘spoil’ China by linking its future
reductionsin protectionto therateof reductionundertakenby its tradingpartners.
This fearseemsunfounded,however,becauseWTO memberscanalwaysreduce
their applied rates by more than the tariff bindings that are the negotiating
currencyof the WTO. In fact, manydevelopingcountry membersof the WTO
did exactly that, and averagetariffs in developingcountriesfell much more
sharplythan the reductionsnecessitatedby their UruguayRoundcommitments
(World Bank,2000).

It seemsclear that many of the commitmentsbrought about by China’s
accessionto the WTO would haveengenderedconsiderableresistancehadthey
beenintroducedascutsin the protectionavailableto individual sectors.As part
of the broaderpackageinvolved in WTO accession,however, they provide
benefits,in termsof lower costs,to theaffectedsectors,andadditionalbenefitsto
Chinaof the type describedin previoussections.

On one level, the accessionprocessmight be seenas ‘unfair’ in that new
membersarebeingrequiredto undertakecutsin their protectionto levelsthatare
lower thanthoseof someexistingmembers.Thereis a risk that critics in China
will view this as unacceptableon equity groundsand pressfor relaxationor
renegotiationof the commitments.While renegotiationof commitments is
possibleunderWTO rules,widespreaduseof thisapproachwouldreduceChina’s
credibility and dissipateits negotiatingcapital at the WTO, and imposeheavy
costson China’speople,in order to benefita narrowsetof interestgroups.

The benefitsof the liberalisationthat China is undertakingare likely to be
spreadquite widely. Ianchovichinaand Martin (2001) estimatethat China will
receive about half of the total benefits,or $29 billion annually, mainly as a
consequence of increasedefficiency. China’sothermajor tradingpartners,such
asJapan,Taiwan(China),the United Statesandthe EuropeanUnion, alsogain

4 A significantexceptionwasthepresenceof a two-tierexchangeratesystem,whichwasabolished
in 1994.
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substantially.In the US and the EU, a major source of these gains is the
eliminationof thequotastheyforceChinato imposeon its exportsof textilesand
clothing. For a few countries, notably including India and Indonesia, the
increasedcompetition from China in product marketsoutweighsthe benefits
arising in their direct tradewith China.5

As China’sreform andopeningup proceeds,it seemslikely that the influence
of interestgroupson its trade policy will increase.In the caseof agriculture,
Anderson,Hayami andHonma(1986)havedocumenteda striking tendencyfor
protectionin high-growthEastAsian economiesto increasefrom negativelevels
at an early stageof developmentto positive levels. As farm pressuregroups
becomestronger,protectionratescontinueto rise,with protectionratesfrequently
reachingextremelyhigh levels,suchasthe660percentprotectionenjoyedby rice
farmersin Japanin 1999(Martin, 2000).China’sWTO commitmentsto relatively
low andstabletradebarriersfor agriculturalproductswill clearlymakeit easierto
resistthe pressurefor future increasesin agriculturalprotection.

g. GreaterCredibility for ReformCommitments

Most of China’seconomicreformshavebeenundertakenon an evolutionary
and experimentalbasis. While this approachhas, overall, been enormously
successful,it has involved uncertainty about future policies. Where policy
reformsrequireinvestmentsto succeed,it hassometimesbeendifficult to obtain
the neededinvestmentresponses.In the earliestdays of reform, this problem
arosein the agriculturalsector,when households’land userights were granted
only for a limited period.It hasprobablynot beensucha major problemin the
foreign tradesectorto date,becausealmostall foreign tradehasbeenhandled
eitherby state-ownedForeignTradeCorporations,or by foreign-investedfirms.

As the reforms are deepened,however, and foreign trade and domestic
distributionareopenedup to a wider rangeof enterprises,theneedfor credibility
in reformcommitmentswills greatlyincrease.Theseactivitiesrequiresubstantial
investments,andanadequateinvestmentresponseis unlikely to beforthcomingif
thereis uncertaintyabouttheconditionsin which firms will beableto operatein
the future, or evenwhetherthey will continueto be able to operate.

h. Implementationand Adjustmentin China

WTO accessionwill require many changesin China’s trade and regulatory
policies.Someof these,suchas reductionsin tariffs, can be undertakenat the

5 Kathuria, Martin and Bhardwaj (2001) show that the abolition of the quotason textiles and
clothingmakestheseindustriesmuchmorecompetitive,andincreasesthereturnsfrom reformsthat
increaseproductivity in this sector.
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strokeof a pen.Others,suchasensuringuniform administrationof tradelaws,
will likely involve changesin the relationship between central and local
governments(Kewalram,2001). An importantset, including measuressuchas
implementation of the agreementon CustomsValuation, and the protectionof
IntellectualPropertyRights,will requirethe developmentand strengtheningof
institutions.Fortunately,implementationof someof thesereformshasalready
begun,andso muchlessadjustmentwill be requiredafter accessionthanwould
havebeenthe caseif implementationhadbeendelayeduntil after accession.

The substantialdeclinesin tariff ratesin Chinasince1992alsomeanthat the
adjustmentspost-accessionwill bemuchsmallerthanwouldotherwisehavebeen
the case. In one sensitive area, agriculture, it is not clear that substantial
reductionsin protectionwill be required(seeIanchovichinaandMartin, 2001).
Ianchovichina andMartin (2001)alsopoint out that the adjustmentsrequiredby
accessionwill not be largerelativeto the inevitableadjustmentsrequiredin any
eventby China’shigh growthratesin outputandin accumulationof physicaland
humancapital. The one major exceptionto this is likely to be in the clothing
sectorwhereincreasesin marketaccessand reductionsin cost levels resulting
from accessionare likely to leadto extremelyrapid growth.

Clearly, much will needto be done to refine the policy measuresthat will
facilitatemovementof resourcesbetweensectors.But this needis inevitable,and
not merelya consequence of WTO accession.

4. IMPLICATIONS FOR THE WTO

a. Entry of Major Trading Economies

The entry of such a major trading country as China will take the WTO
substantiallycloserto its goalof coveringall world trade.This is particularlythe
casewhen taking into accountthat accessionof China will clear the way for
accessionby Taiwan(China)which is anothermajortradingeconomy.Accession
of thesetwo economieswill increasethe WTO’s coverageof world trade by
aroundfive per cent. This greatercoverageof WTO rules will increasetheir
importancefor the world economy,althoughmostWTO memberswerealready
giving theseeconomiesthe benefitof MFN treatment.

Thisaccessionis expectedto increasethecorebudgetof theWTO slightly, but
not automatically,and only to the extent that the entry of China and Chinese
Taipei requirethe provisionof additionalservices.Thus,thereis unlikely to be
any effective increasein the WTO’s very small core budget.Unlessthe WTO
budget is explicitly increasedsufficiently to deal with the additional costsof
meetingChina’sneeds,the effectivebudgetof the Secretariatwill decline.
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b. Entry of a Major DevelopingCountryMember

The entry of anothermajor developingcountrymember6 hasthe potentialto
contributesubstantiallyto theeffectivenessof theWTO for developingcountries.
Historically, the agendaof the WTO, andits GATT predecessor,havetendedto
be driven by the concernsof the major industrialcountries.As notedby Hertel,
Hoekmanand Martin (2001), this has resulted in an asymmetrywhere new
obligationsin areassuch as TRIPS were taken on by developingcountriesin
return for the removalof exceptionsto fundamentalprinciplessuchasnational
treatmentand the MFN principle, obtainedby the industrial countriesin areas
suchasagricultureandtextiles.

The influenceof the industrialcountriesin theWTO derivesin largemeasure
from their large trade shares,and their ability to participate fully in the,
frequentlyarcaneandintensive,processof negotiationsin Geneva.Many small
developingcountriesarebarelyableto participatesubstantivelyin thenegotiating
processand many are not evenrepresentedin Geneva.By contrast,China will
havebotha largetradeshare,andtheability to maintaina missionin Genevathat
canparticipateeffectively in negotiationsacrossa wide rangeof areas.

Chinawill undoubtedlybe an importantparticipantin the WTO processon a
wide rangeof issuesof particularinterestto developingcountries,suchastextiles
and clothing and some agricultural exports. It will bring a great deal of
experience in the design of institutions that work effectively within the
constraintsfacedby low-incomedevelopingcountries.Its presencecould help
design rules that avoid future problemsof the type identified by Finger and
Schuler(2000) where rules havebeenbasedon the adoptionof practicesthat
work well in a developedcountrycontext.

China is likely to be one of a relatively small numberof large developing
countries(suchasIndiaandBrazil) with a relativelystrongdelegationin Geneva,
with goodback-upfrom its capital,anda largeimpactthroughits well-prepared
positionson the issues.

c. Entry of a Memberwith a WideRangeof Market AccessInterests

Chinawill be a relatively unusualmemberin that it will face relatively high
tariff barriersin quite a wide rangeof its export products,and havequite low
tariffs for a countryat its incomelevel. The high barriersthat it facesin a wide
rangeof products,suchastextiles,clothing,andagriculturalproductsmeanthatit
will havea greatdeal to gain from cooperatingwith other membersto reduce
thesebarriers.In someof theseareas,its logical partnerswill befrom developing

6 We treat China as a developingcountry on the basisof its incomelevels as measuredby the
World Bank.
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countries.In others,its logical partnerswill be industrialcountries.This rangeof
interestsmakes it more likely that a reasonablybroad packageof reforms
emergingfrom a negotiationwill be,on balance,beneficialto China.

Its relatively low barriersmeanthat it will havelessto ‘lose’ thanmanyother
low-incomecountries,particularly if approachesthat involve larger cuts in the
highestratesof protectionareadopted.

d. Implicationsfor WTOGovernance

China’saccessionto the WTO will exertpressureon the WTO’s governance
structurein at leasttwo respects.Oneis in thenegotiationprocessandthesecond
in the disputesettlementprocess.

In the negotiatingprocess,China is likely to have an assuredplace ‘at the
table’ in almost any negotiation in which it has an interest.This will place
additional pressureon approachessuch as the ‘green room process’in which
subsetsof memberssometimesnegotiatethe detailsof drafts to be presentedto
the broadermembership.

A muchmoreimportantchallengeto theprocessis likely to comethroughthe
implicationsfor thedisputesettlementsystem.China’straderegimehasevolved
rapidly from a centrally plannedto a market-oriented systemand someof the
vestigesof thecentrally-plannedsystem,suchasthecontinuedexistenceof state
trading in agriculture, will create some tensions with the market-oriented
principlesof theWTO. This is particularlylikely to beproblematicin thoseareas,
suchasstatetrading,wheretherulesarerelativelyuntested,andin areassuchas
thesafeguardsfor textilesandclothing,wherethespecificproceduresspecifiedin
the accessionagreementsarenot very preciselydefined.

Ostry (1998) raisesconcernsthat the disputesettlementprocessmay come
underparticularchallengebecauseof actionsundertakenat thelocal levelandnot
adequatelyconstrainedby lawsandrulesagreedto by thecentralgovernment.In
responseto theseconcerns,current membershave insistedon strongcommit-
mentsfrom China on uniform administrationof customs,on the elimination of
internalbarriers,andon increasedtransparency.

Oneof the mostseriousrisks to China’ssuccessfulintegrationinto the WTO
would arise if membersusedthe disputesettlementprocessin an adversarial
fashion,andChina’spolicy makersrespondedby resistingreformsuntil ‘forced’
by adverserulings. The recentuseof the disputesettlementmechanismby the
major trading powerson issuessuch as bananasand beef hormonesdoesnot
provide a good example.If creativeand flexible approachesto resolving the
inevitableproblemsof transitionarenot found,thereis a realrisk thatthedispute
settlementprocesscould grind to a halt becauseof a largenumberof casesand
appeals.Chinais likely to gain a greatdealof experiencewith the strengthsand
weaknessesof the disputesettlementmechanism– both in bringingcasesandin
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respondingto them– andwould bewell-placedto takea leadin designingbadly
neededreformsin this vitally importantarea.

5. CONCLUSIONS

China’saccessionpackageto the WTO providesChinawith somesubstantial
advantages.In termsof marketaccess,themostimportantadvantageto Chinais
the promised phase-outof the quotas on textiles and clothing originally
introduced under the Multifibre Arrangement. But accessionwill provide
importantadditionalgainson the exportsideby securingcurrentmarketaccess
andthe rulesunderwhich Chinaoperateson world markets.It will alsoprovide
Chinawith importantfuture opportunitiesto increaseits marketaccessin areas
suchas labour-intensiveagricultural productsand textiles and clothing, where
exportsarecurrently tightly constrained.

Domestically,the accessionnegotiationshavehelpedChina to bring abouta
majorreformof tradepolicy thatwill increaseits opennessto theworld economy
in a way that is projectedto increaseeconomicwelfareand,by raisingdemand
for unskilled labour, to increasethe incomesof the poor. The longevity of
China’sliberalisationcommitmentsis moreassuredthanif theyhadsimply been
madewithout thebindingcommitmentsthatarepartof theWTO process,andthe
greatercredibility of thesecommitmentsshouldhelp attractinvestmentinto the
efficient industriesthat benefit from thesereforms.

Chinawill haveamajorimpacton theWTO by increasingtheWTO’s shareof
world trade by about five per cent (with Taiwan, China), and by introducing
anothermajordevelopingcountrywith a wide rangeof interests.Thewide range
of reformsbeing undertaken,and the inevitable lack of clarity in someof the
commitmentsinvolved in China’s accessionmeansthat there is likely to be a
considerable upsurgein disputesettlementactivity. This posessomerisksfor the
WTO systemif the disputesettlementmechanismis usedin a confrontational
manner,ratherthanasa basisfor devisingagreedsolutionsto theinevitabletrade
problems.
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